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TO OUR SHAREHOLDERS:

We have successfully completed the second year of
our restructuring plan for TeamStaff. We began our
efforts with the intent to return the company to
growth and profitability and to reposition the
company as a top-twelve healthcare staffing
provider. Over the last fiscal year, we have made
enormous progress on both fronts. Coupled with a
developing consensus that the industry will rebound
during the second half of 2005, we are excited
about our industry position in preparation for the
predicted upturn.

As a reminder to what we previously accomplished,
our first year of transition included retaining Rick J.
Filippelli as our Chief Financial Officer, and bringing
on two twenty-year staffing industry veterans, Tim
Nieman and Barry McDonald. Our first transition
year was highlighted with the selling of the PEO
business and eliminating $3.5 million in corporate
overhead.

Our second year of transition saw additional
progress as we first acquired Nursing Innovations
and then RS Staffing. These companies represent
approximately $55 million in revenues. In an industry
that is experiencing vendor consolidation and one-
stop shopping demands by its customers, these
acquisitions provide meaningful progress toward
TeamStaff's achieving the additional scale necessary
to satisfy these requirements. We strengthened our
balance sheet with the issuance of a $4 million PIPE
in November 2004 and received a $7 million line of
credit from PNC Bank. Zurich Insurance also
provided letter of credit relief on $1.8 million from
our workers' compensation plan in the former PEO
business.

During the fast year we enhanced our human
resources on our board of directors and
management team. We added Ron Aldrich, a former
CEO of several hospital systems, and Peter Black, a
partner in our third largest investor, Wynnefield
Capital, to our Board of Directors. Internally, we
brought on James Houston, who is a highly
experienced business-person and public company
counsel, as our Vice-President of Business and Legal
Affairs/General Counsel and we also added Peter
Rosen as Vice-President of Human Resources, who
held the same role at $1.5 billion Norrell Services
Corporation.

DSi Payroll Services, our payroll service division,
continued as a steady, consistent contributor to

TeamStaff revenues for another fiscal year.
Additionally, we completed an analysis of our
product offerings to ensure that we continue to
meet our clients’ needs and identify opportunities
for growth. As a result of this analysis, we have
refocused on our construction niche, reconstructed
our web site, added an industry veteran, Larry
Braude, as our Director of Sales and commenced a
direct mail effort with a view to additional revenue
growth.

| believe that your restructured company is poised
for a return to growth and profitability. Every
member of your management team is excited about
our achievements to date and especially about your
company’s future. We appreciate that many of our
longstanding shareholders have waited for

" consistency and predictability in our business

operations, while our new shareholders are
anticipating our participation in the predicted
industry upturn. We are striving, and will continue to
strive, to make that a reality.

| would personally like to invite you to join us at the
Annual Meeting of Shareholders on Thursday,
September 15, 2005, at the Marriott Hotel in
Somerset, New Jersey, where | will review our
progress and some of our plans for the future. |
look forward to seeing you there.

7 o Alnf

T. Kent Smith
President and Chief Executive Officer

August 2005
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EXPLANATORY NOTE

This amendment on Form 10-K/A amends TeamStaff, Inc.’s annual report on Form 10-K for the fiscal year
ended September 30, 2004, as initially filed with the Securities and Exchange Commission on December 23,
2004, and is being filed to correct certain typographical errors to the Cover Page, Part II, Item 5D and Part III,
Item 12 that resulted from the omission from the number of shares outstanding on December 15, 2004, of
2,392,000 shares of Common Stock issued to several accredited investors as a result of the private sale under
Section 4(2) of the Securities Act of 1933 and/or Regulation D that closed on Wednesday, November 10, 2004.

The audited financial statements included as part of the original Form 10-K filing are not affected by the
omission. This amendment is not intended to update any other information presented in the annual report as
originally filed.

We are filing only Item 5 and Item 12 (and also correcting the number of shares appearing on the Cover Page)
to reflect the correct numbers of shares outstanding on December 15, 2004.

ITEM 5. MARKET OF AND DIVIDENDS ON THE REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS (AS AMENDED)

A. Principal Market

TeamStaff’'s Common Stock is traded in the over-the-counter market and included in the National Market
System of the National Association of Securities Dealers, Inc. (“Nasdaq”) under the symbol “TSTE” TeamStaff
started trading on the National Market in June 2001. Prior to that date, TeamStaff was trading on the SmallCap
market system.

B. Market information

The range of high and low sales prices for TeamStaff’'s Common Stock for the periods indicated below are:

Common Stock

Fiscal Year 2002

7.49 5.16
6.35 3.88

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

Fiscal Year 2003

1st Quarter

Fiscal Year 2004

4.05

2.47

2nd Quarter 3.62 248
3rd Quarter 3.09 2.00
4th Quarter 2.70 201

1st Quarter 4.80 1.86
2nd Quarter 2.83 1.97
3rd Quarter 2.46 1.97
4th Quarter 2.94 1.95

The above quotations, reported by Nasdaq, represent prices between dealers and do not include retail
mark-ups, markdowns or commissions. Such quotations do not necessarily represent actual transactions. On
December 15, 2004, TeamStaff’s Common Stock had a closing price of $1.81 per share.

C. Dividends

TeamStaff has not declared any cash dividends on its common stock since inception, and has no present
intention of paying any cash dividends on its common stock in the foreseeable future.




D. Approximate Number of Equity Security Holders

Effective August 31, 2001, TeamStaff acquired all of the capital stock of BrightLane. As contemplated under the
agreements governing the transaction, TeamStaff agreed to issue 8,216,522 shares of its Common Stock in
exchange for all of the outstanding capital stock of BrightLane. The issuance of 8,216,522 shares includes the
issuance of 158,000 shares into escrow to provide for potential indemnification to TeamStaff for claims against
Brightlane covered by the acquisition agreements and is before deduction for fractional shares, which were
paid in cash. As of December 10, 2004, not all of the BrightLane shareholders had subrmtted their capital stock
for exchange.

As of December 15, 2004, there were 18,106,229 shares outstanding held of record by 301 persons. TeamStaff
believes it has approximately 2,200 beneficial owners of its common stock.

E. Securities Authorized for Issuance Under Equity Compensation Plans

TeamStaff has five equity compensation plans, all of which were approved by its Board of Directors and its
shareholders. There are no equity based plans, which have not been approved by shareholders. All option
grants made to executive officers and directors, including those to the Chief Executive Officer under
employment agreements, are made under the plans referenced below. The stock option plans under which
options are outstanding are:

The 1990 Employee Stock Option Plan

The 1990 Non-Executive Director Option Plan
The 1990 Senior Management Plan

The 2000 Employee Stock Option Plan

The 2000 Non-Executive Director Option Plan

Options are no longer being issued under the 1990 Employee Stock Option Plan, the 1990 Non-Executive
Director Option Plan or the 1990 Senior Management Plan and no options were issued under these plans
during the fiscal years ended September 30, 2004 or 2003.

Equity Compensation Plan Information

Number of securities
remaining available for
future issuances under

Number of Securities to Weighed Average equity compensation

be issued upon exercise exercise price of plans {excluding
of outstanding options, outstanding options, securities reflected in
Plan Category warrants and rights warrants and rights column (a})

Equity Compensation Plans

Approved by Security Holders 1,319,742 $3.31 491,687(1)
Equity Compensation Plans Not

Approved by Security Holders 0 0 0

*Subsequent to September 30, 2004, TeamStaff granted options to purchase 50,000 shares of common stock to
Nursing Innovations division President W. Lee Booth, options to purchase 100,000 shares of common stock to
TeamStaff President and CEO T. Kent Smith, and options to purchase 30,000 shares of common stock to other
TeamStaff management personnel, which are reflected above. Subsequent to September 30, 2004, 87,199 options
expired and are not included in the above calculation.

(1) Number of securities remaining available for future issuance under the 2000 Employee Stock Option Plan.
An additional 5,000 shares per year per non- executwe director are granted under the Non-Executive Director
Plan.

Registrant Repurchases of Securities

During the quarter ended September 30, 2004, TeamStaff did not repurchase any of its securities.




ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT (AS
AMENDED)

The following table sets forth certain information as of December 15, 2004 with respect to each director, each of
the named executive officers as defined in Item 402(a)(3), and directors and executive officers of TeamStaff as a
group, and to the persons known by TeamStaff to be the beneficial owner of more than five percent of any
class of TeamStaff’s voting securities. At December 15, 2004, TeamStaff had 18,106,229 shares of common stock
outstanding.

Number of Percent of
Shares Company’s
Currently Outstanding
Name of Shareholder Owned (1) Stock
Martin J. Delaney (2) 72,235 04%
C/o TeamStaff, Inc.
300 Atrium Drive
Somerset, NJ 08873
Karl W. Dieckmann (3) 105,924 0.6%

C/o TeamStaff, Inc.
300 Atrium Drive
Somerset, NJ 08873

Ben ]. Dyer (4) 27,526 0.2%
C/o TeamStaff, Inc.
300 Atrium Drive
Somerset, NJ 08873

Rick J. Filippelli (5) 25,000 0.1%
C/o TeamStaff, Inc.
300 Atrium Drive
Somerset, NJ 08873

T. Stephen Johnson (6) ' 279,011 1.5%
C/o T. Stephen Johnson & Associates, Inc. ,
3650 Mansell Road, Suite 200
Alpharetta, GA 30022

Edmund Kenealy (7) 69,816 0.4%
C/o TeamStaff, Inc. ‘
300 Atrium Drive
Somerset, NJ 08873

Rocco Marano (8) 33,857 0.2%
C/o TeamStaff, Inc.
300 Atrium Drive
Somerset, NJ 08873

Timothy Nieman (9) 25,000 0.1%
C/o TeamStaff, Inc.
300 Atrium Drive
Somerset, NJ 08873

T. Kent Smith (10) 200,000 1.1%
C/o TeamStaff, Inc.
300 Atrium Drive
Somerset, NJ 08873




Number of Percent of
Shares Company’s

Currently Outstanding
Name of Shareholder Owned (1) Stock

Wachovia Corp (11) 2,822,417 15.6%
One First Union Center
Charlotte, NC 28288

Nationwide Financial Services (12) 2,256,488 12.5%
One Nationwide Plaza
Mail Stop 01-12-13
Columbus, OH 43215

Wynnefield Capital Management, LLC (13) 1,675,875 9.2%
450 Seventh Ave
New York, NY 10123

Wynnefield Capital Inc. (14) 559,625 3.1%
450 Seventh Ave
New York NY 10123

Grace Brothers, Ltd. (15) 937,500 5.1%
1560 Sherman Ave
Ste 900
Evanston, IL

Hummingbird Management, LLC (16) 1,335,110 7.3%

460 Park Ave, 12" Floor
New York, NY 10022

All officers and directors as a group 838,369 4.5%
(9) persons (2,3,4,5,6,7,8,9,10) L |

(1) Ownership consists of sole voting and investment power except as otherwise noted.

(2) Includes options to purchase 20,000 shares of TeamStaff’s common stock and excludes unvested options
to purchase 5,000 shares of TeamStaff’s common stock. Also includes warrants to purchase 10,000 shares
of TeamStaff’s common stock.

(3) Includes options to purchase 20,000 shares of TeamStaff’'s common stock and excludes unvested options
to purchase 5,000 shares of TeamStaff’s common stock.

(4) Includes options to purchase 10,000 shares of TeamStaff’s common stock and excludes unvested options
to purchase 5,000 shares of TeamStaff’s common stock.

(5) Excludes unvested options to purchase 75,000 shares of TeamStaff's common stock.

(6) Includes an aggregate of 147,790 shares owned by or on behalf of certain of the holder’s family members
and as to which shares the listed holder expressly disclaims beneficial ownership. Includes options to
purchase 15,000 shares of TeamStaff’s common stock, and excludes unvested options to purchase 5,000
shares of TeamStaff's common stock.

(7)  Includes options to purchase 60,000 shares of TeamStaff’s common stock and excludes unvested options
to purchase 50,000 shares of TeamStaff’s common stock.

(8) Includes warrants to purchase 2,000 shares of TeamStaff’s common stock, options to purchase 10,000
shares of TeamStaff’s common stock and excludes unvested options to purchase 5,000 shares of
TeamStaff’s common stock.

(9) Includes options to purchase 25,000 shares of TeamStaff's common stock and excludes unvested options
to purchase 25,000 shares of TeamStaff’s common stock.

(10) Includes options to purchase 200,000 shares of TeamStaff’s common stock and excludes unvested options
to purchase 200,000 shares of TeamStaff's common stock.

S—




(11) Wachovia Corporation obtained these shares in connection with the acquisition of BrightLane completed
as of August 31, 2001.

(12) Nationwide Financial Services obtained these shares in connection with the acquisition of BrightLane
completed as of August 31, 2001.

(13) Beneficial ownership is based upon Schedule 13G, Schedule 13G/A, Form 3, and Form 4's filed with the
Securities and Exchange Commission.

(14) Beneficial ownership is based upon Schedule 13G, Schedule 13G/A, Form 3, and Form 4’s filed with the
Securities and Exchange Commission.

(15) Based on information provided to TeamStaff by the shareholder.

(16) Beneficial ownership is based upon Schedule 13D filed with the Securities and Exchange Commission.

ITEM 15. EXHIBITS
The exhibits designated with an asterisk (*) are filed herewith.

31.1* — Certification of Chief Executive Officer pursuant to Section17 CFR 240.13a-14(a) or 17 CFR
240.15d-14(a)

31.2* — Certification of Chief Financial Officer pursuant to Section17 CFR 240.13a-14(a) or 17 CFR
240.15d-14(a)

32.1* — Certification of Chief Executive Officer and Chief Financial Officer pursuant to 17 CFR 240.13a-14(b)
or 17 CFR 240.15d-14(b) and Section 1350 of Chapter 63 of Title 18 of the United States Code




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this Amended Report to be signed on its behalf by the undersigned, thereunto duly authorized.

TEAMSTAFF, INC.
/s/ T. Kent Smith

T. Kent Smith
President and Chief Executive Officer

/s/ Rick Filippelli

Rick Filippelli
Vice President, Finance and Chief Financial Officer

Dated: January 10, 2005

Pursuant to the requirements of the Securities Exchange Act of 1934, this Amended Report has been signed
below by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

/s/T. Stephen Johnson Chairman of the Board January 10, 2005
T. Stephen Johnson
/s/Karl W. Dieckmann Vice-Chairman of the Board January 10, 2005
Karl W. Dieckmann
/s/Martin J. Delaney Director January 10, 2005
Martin J. Delaney
/s/Ben J. Dyer Director January 10, 2005
Ben J. Dyer
/s/Rocco Marano Director January 10, 2005
Rocco Marano
/s/T. Kent Smith President, Chief Executive January 10, 2005
T. Kent Smith Officer and Director




EXHIBIT 31.1

CERTIFICATIONS

I, T. Kent Smith, certify that:
1. Thave reviewed this amendment to annual report on Form 10-K/A of TeamStaff, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

b) designed such internal control over financial reporting or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: January 10, 2005

/s/ T. Kent Smith
T. Kent Smith
President and Chief Executive Officer




EXHIBIT 31.2

CERTIFICATIONS

I, Rick J. Filippelli, certify that:
1. Ihave reviewed this amendment to annual report on Form 10-K/A of TeamStaff, Inc,;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

b) designed such internal control over financial reporting or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: January 10, 2005
/s/ Rick J. Filippelli

Rick ]. Filippelli
Vice President, Finance and Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with this amendment to the Fiscal Year End Report of TeamStaff, Inc (the Company) on Form
10-K/A for the period ending September 30, 2004 as filed with the Securities and Exchange Commission on the
date hereof (the “Report”), the undersigned, being, T. Kent Smith, Chief Executive Officer of the Company, and
Rick J. Filippelli, Chief Financial Officer of the Company, respectfully, certify, pursuant to 18 U.S.C. ss5.1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of the Company.

Dated: January 10, 2005

/s/ T. Kent Smith /s/ Rick J. Filippelli
Chief Executive Officer Chief Financial Officer
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At the close of our second quarter, March 31, 2004, the aggregate market value of the voting stock of TeamStaff, Inc.
(consisting of Common Stock, $.001 par value per share) held by non-affiliates of the Registrant was approximately
$22,545,000 based upon the closing sales price of $2.26 for such Common Stock on March 31, 2004 as reported by
Nasdaq National Market. At the close of our fiscal year, September 30, 2004, the aggregate market value of the voting
stock of TeamStaff, Inc. (consisting of Common Stock, $.001 par value per share) held by non-affiliates of the
Registrant was approximately $18,163,000 based upon the closing sales price of $2.30 for such Common Stock on said
date as reported on the Nasdaq National Market. On December 15, 2004 there were 15,714,229 shares outstanding of
Common Stock of the Registrant.

DOCUMENTS INCORPORATED BY REFERENCE

None



PART |
ITEM 1. BUSINESS
INTRODUCTION

TeamStaff, Inc., a New Jersey corporation, was founded in 1969 as a payroll service company and has evolved
into a leading provider of payroll and temporary and permanent medical staffing services throughout the 50
states. TeamStaff’s corporate headquarters is in Somerset, New Jersey and it has offices located in Clearwater,
Florida, Woburn, Massachusetts, Memphis, Tennessee, New Orleans, Louisiana and Atlanta, Georgia.
TeamStaff’s wholly-owned subsidiaries include TeamStaff Rx, Inc., DSI Staff ConnXions Northeast Inc., DSI
Staff ConnXions Southwest Inc., TeamStaff Solutions, Inc., TeamStaff I, Inc., TeamStaff 11, Inc., TeamStaff III, Inc.,
TeamStaff IV, Inc., TeamStaff V, Inc,, TeamStaff VI, Inc., TeamStaff Insurance Services, Inc., TeamStaff VIII, Inc.,
Employer Support Services, Inc., TeamStaff IX, Inc., Digital Insurance Services, Inc., HR2, Inc., and
BrightLane.com, Inc. When we use the term TeamStaff, we mean TeamStaff and its subsidiaries. As a result of
the sale of our PEO business as described below, many of these subsidiaries are not actively operating.

TeamStaff provides a variety of employment related services through two business units: (1) its TeamStaff Rx
unit provides medical allied health professionals and nurses to doctors’ offices and medical facilities
throughout the United States on a temporary and permanent basis; and (2) the payroll services division
provides customized payroll management and tax filing services to select industries, such as construction. We
believe our medical staffing subsidiary is one of the top providers in the niche medical imaging field, placing
temporary employees for over 275 clients. The payroll processing division processes payrolls for approximately
700 clients with more than 30,000 employees.

Effective November 17, 2003, TeamStaff sold certain of the assets of the subsidiaries through which it operated
its professional employer organization (“PEO”) business to Gevity HR, Inc. (“Gevity”) for the sum of $9.5
million in cash, $2.5 million of which had been placed in escrow. Under the terms of the asset sale, the
escrowed payment was scheduled to be determined approximately 90 days from the November 17, 2003,
closing, but was subject to downward adjustment based on any reduction in annualized administrative fees
payable by the former TeamStaff PEO clients. Any such downward adjustment could be offset by annualized
administrative fees of certain clients produced by former TeamStaff sales representatives during the 90-day
period. The assets sold consisted primarily of client contracts, marketing agreements and internally developed
software for use in reconciling certain benefit provider monthly invoices. As part of the transaction, Gevity
agreed, among other things, to hire certain former TeamStaff employees assigned to the PEO division and
assume certain of TeamStaff's lease obligations. Further, TeamStaff agreed to a non-competition agreement
which prohibits us from engaging in the PEO business for a period of five years. As a result of the transaction
with Gevity, our internal corporate employee staff was reduced by approximately 117 persons, and our
workforce staff was reduced by approximately 17,000 worksite employees.

On April 23, 2004, TeamStaff and Gevity agreed that TeamStaff’s share of the $2.5 million placed in escrow was
$2.25 million. That amount was released from escrow for TeamStaff’s benefit. When added to the $7.0 million
previously paid by Gevity, the total purchase price paid was $9.25 million. Concurrently, TeamStaff settled
obligations to Gevity of $1.2 million related to payroll for TeamStaff’s internal employees under a
co-employment arrangement, and settled obligations predominantly related to PEO client payments received
by TeamStaff during the period following the sale, offset in part by invoices paid by TeamStaff on Gevity’s
behalf, totaling $1.1 million. See Note 3 to the consolidated financial statements.

Additionally, effective May 2, 2004, TeamStaff sold certain of the assets of TeamStaff Solutions, Inc., the
subsidiary through which it operated its temporary technical staffing business, to Metro Tech Consulting
Services, Inc. for the sum of $65,000.

TeamStaff, Inc. was organized under the laws of the State of New Jersey on November 25, 1969 and maintains
its executive offices at 300 Atrium Drive, Somerset, New Jersey 08873 where its telephone number is (732)
748-1700.

RECENT DEVELOPMENTS

Private Placement Offering

TeamStaff entered into Securities Purchase Agreements as of November 5, 2004, with several accredited
investors for the private sale under Section 4(2) of the Securities Act of 1933 and/or Regulation D of securities
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for an aggregate purchase price of $4,305,600. The offering consisted of the sale of 2,392,000 shares of Common
Stock and 598,000 common stock warrants. The investors in the transaction received one three-year warrant to
purchase an additional share of common stock at a price of $2.50 per share for every four shares of common
stock purchased in the transaction.

Closing of the offering occurred on Wednesday, November 10, 2004. TeamStaff received net proceeds of
approximately $4,000,000 after payment of commissions and related offering expenses. SunTrust Robinson
Humphrey Capital Markets and Maxim Group LLC served as selling agents on TeamStaff’s behalf and received
combined commissions of 6.5% of the gross proceeds. The net proceeds will be used principally to fund the
Company’s internal growth initiatives and to execute on its strategy of completing complementary acquisitions
in the temporary medical staffing industry.

The private placement was made only to accredited investors in a transaction exempt from the registration
requirements of the Securities Act. The shares of common stock and warrants issued are restricted securities
and have not been registered under the Securities Act, or any state securities laws, and unless so registered,
may not be offered or sold in the United States absent registration or an applicable exemption from the
registration requirements of the Securities Act and applicable state securities laws. On November 12, 2004,
TeamStaff filed a Registration Statement on Form S-3 with the Securities and Exchange Commission providing
for the resale by the investors of the securities sold in the offering. The Securities and Exchange Commission
has not yet declared the Registration Statement effective.

Acquisition of Certain Assets of Nursing Innovations, Inc.

On November 14, 2004, TeamStaff’s medical staffing subsidiary, TeamStaff Rx, Inc., completed the purchase of
certain of the assets of Nursing Innovations, Inc., a Memphis, Tennessee-based provider of travel and per diem
nurses and its affiliate, Vitriarc, Inc., which is engaged in permanent medical staffing. Nursing Innovations had
offices in Memphis, Tennessee and New Orleans, Louisiana, which have become TeamStaff offices servicing the
medical staffing division. TeamStaff Rx also acquired the goodwill of Nursing Innovations’ principal
shareholder, William L. Booth, related to the business. The combined purchase price was approximately

$1.8 million, of which $180,000 will be held in an escrow account for a period of one year following closing to
provide security for the sellers’ indemnification obligations. The purchase price is subject to downward
adjustment based on the percentage of former Nursing Innovations business that successfully transfers to
TeamStaff Rx. Additionally, TeamStaff entered into a two-year employment agreement with Mr. Booth pursuant
to which Mr. Booth will oversee TeamStaff Rx’s temporary nurse staffing business at an initial base salary of
$100,000, increasing to $125,000 in the second year of the agreement’s term. There are also certain deferred
purchase price provisions which may increase the total purchase price based upon on the performance of the
former Nursing Innovations business during the two years following closing of the transaction.

SERVICES

I. Medical Staffing Services

TeamStaff provides medical staffing services through its whelly-owned subsidiary, TeamStaff Rx, Inc., which
has more than 23 years of experience in placing temporary and permanent employees with specialized skills
and talents to regional and national medical facilities. Temporary medical staffing enables clients to attain
management and productivity goals by matching highly trained professional and technical personnel to
specific staffing requirements. During the fiscal year ended September 30, 2004, this unit generated $32.9
million of revenue.

TeamStaff Rx focuses its allied health and nurse staffing services in markets where it places employees on a
temporary long-term assignment or on a permanent basis. TeamStaff Rx employs radiological technologists,
diagnostic sonographers, cardiovascular technologists, radiation therapists, registered nurses and other medical
professionals with hospitals, clinics and therapy centers throughout the United States. Clients whose staff
requirements vary depending on the level of activity at their facilities are able to secure the services of highly
qualified individuals on an interim basis.

TeamStaff Rx’s clients are dependent on temporary staffing to supplement various internal departments for
staffing shortages due to vacations, medical leaves and other causes. TeamStaff Rx fills its clients’ needs by
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providing qualified medical personnel on a weekly, monthly, quarterly or longer basis, depending upon a
client’s particular staffing objectives. TeamStaff Rx also provides targeted recruiting and placement for clients
for permanent employees. Additionally, if an employee placed on temporary assignment ultimately is hired by
the client on a permanent basis, TeamStaff Rx usually receives a recruitment fee from that client.

Our temporary staffing services provide clients the ability to “right size”; that is, to expand or reduce their
workforces in response to changing business conditions. Management believes that these services provide
numerous benefits to the client, such as saving the costs of salary and benefits of a permanent employee whose
services are not needed throughout the year. The client also avoids the costs, uncertainty and delays associated
with searches for qualified interim employees. TeamStaff Rx’s temporary staffing services also allow a client to
avoid administrative responsibility for payroll, payroll taxes, workers’ compensation, unemployment and
medical benefits for these interim employees.

Management believes that its temporary medical staffing services provide a client with an increased pool of
qualified personnel. Since TeamStaff Rx’s temporary staffing employees have access to a wide array of benefits,
such as paid time off, health and life insurance, Section 125 premium conversion plans, and 401(k) retirement
savings plans, TeamStaff believes it will be able to attract a sufficient pool of personnel to grow this business.
These benefits provide temporary employees with the motivation of permanent workers without additional
benefit and administrative costs to the client.

The current shortage in the availability of certain allied health and nursing personnel, along with the advent of
certain patient protection measures, has, in management’s opinion, created a strong market opportunity for
TeamStaff Rx. TeamStaff believes that TeamStaff Rx is in a pivotal position to increase its market share based
on its reputation and experience in the temporary medical staffing industry.

TeamStaff is implementing a new sales and marketing and product development strategy with respect to its
medical staffing division. Historically, TeamStaff Rx has utilized only a telephonic sales force to generate sales.
Over the past fiscal year, TeamStaff Rx has expanded its sales organization to include relationship-based inside
and outside sales professionals who maintain contact with existing and prospective clients. Additionally, our
recent product development efforts have focused on the introduction of our Vendor Integration Program,
which represents a new business strategy for the medical staffing division. The Vendor Integration Program, or
VTP, is intended to provide both large and middle-market healthcare institutions and facilities the opportunity
to manage their medical staffing needs quickly and efficiently through a web-based application. The VIP
centralizes a client’s management of its multiple orders, vendors and locations and is intended to free the
client of paperwork and time associated with obtaining, tracking and paying for temporary medical staffing
personnel.

TeamStaff Rx’s goal is to build on its reputation as a leading provider of travel allied healthcare personnel to
become a leading one-stop provider of its clients’ temporary travel medical staffing personnel. TeamStaff Rx
believes it can achieve this goal through a combination of: 1) organic growth; 2) establishing and building a
network of alliances with complementary staffing organizations; and 3) completing acquisitions of
complementary staffing organizations to increase its product offering and achieve operational scale. TeamStaff
Rx’s recent acquisition of certain of the temporary nurse staffing assets of Nursing Innovations is part of its
acquisitive growth strategy.

il. Payroll Services

TeamStaff was originally established as a payroll service firm in 1969 and continues to provide payroll and tax
reporting services to its clients. During the fiscal year ended September 30, 2004, this unit generated

$4.4 million of revenue. Historically, the payroll division has provided these services primarily to the
construction industry and currently more than 75% of TeamStaff’s approximately 700 payroll service clients are
in the construction industry located in the greater New York metropolitan area. TeamStaff offers most, if not
all, of what other payroll services provide, including the preparation of payroll checks, direct deposit,
government compliance reports, workers’ compensation reports and workers” compensation audit reports as
required by New York State, quarter and year end tax reports, W-2’s (including federal and state magnetic
media), and remote processing (via modem or internet) directly from the clients’ offices, as well as certified
payrolls. Tax reporting services include the impounding of tax payments, timely deposit of tax liability, filing
of payroll tax returns, distribution of quarter and year-end payroll tax statements and timely response to
agency inquiries.




CUSTOMERS

As of September 30, 2004, TeamStaff’s customer base consisted of approximately 975 payroll and medical
staffing clients. More than 75% of the clients in the payroll services division are in the construction industry
and substantially all of the customers of our TeamStaff Rx, Inc. subsidiary are engaged in the healthcare
industry. Due to the acquisition of Nursing Innovations on November 14, 2004, TeamStaff has one client who
comprises approximately 8% of the medical staffing unit’s revenue.

SALES AND MARKETING

TeamStaff maintains payroll and/or medical staffing sales and marketing personnel in its Somerset, New Jersey
and Memphis, Tennessee, New Orleans, Louisiana and Clearwater, Florida locations. Our medical staffing
division sales efforts historically have primarily been telephonic, although we recently have implemented a
geographically disperse sales organization, while our payroll services division sales force travels throughout
the metropolitan New York area in an effort to expand our payroll services business.

COMPETITION

The payroll services industry is characterized by intense competition. The principal competitive factors are
price and service. Management believes that Automatic Data Processing, Inc., Ceridian, Corp., and Paychex,
Inc. are major competitors. TeamStaff also competes with in-house payroll software sold by numerous
companies, as well as other providers of computerized payroll services, including banks, and smaller
independent companies. The increasing availability of personal computers and software packages at low cost
may result in additional businesses acquiring such capabilities.

In TeamStaff’s medical staffing business the primary competitors are CompHealth, Aureus Medical Group,
Resources On Call, Cross Country Travcorps, Inc., AMN Healthcare Services, Inc. and Medical Staffing

Network Holdings, Inc.

TeamStaff competes with these companies by offering customized products, such as TeamStaff Rx’s Vendor
Integration Program, personalized service, competitive prices and specialized personnel to satisfy a client’s
particular requirements. Management believes that its broad scope of services and its commitment to quality
service differentiate it from its competition.

INDUSTRY/GOVERNMENT REGULATION

Introduction

TeamStaff's operations are affected by numerous federal and state laws relating to labor, tax and employment
matters. As an employer, TeamStaff is subject to all federal statutes and regulations governing its
employer-employee relationships. The development of additional statutes and regulations and interpretation of
existing statutes and regulations with respect to the alternative staffing industry can be expected to evolve over
time. TeamStaff cannot predict with certainty the nature or direction of the development of federal, state and
local statutes and regulations.

Federal and State Employment Taxes

TeamStaff assumes the sole responsibility and liability for the payment of federal and state employment taxes
with respect to wages and salaries paid to its employees, including its temporary staffing employees. There are
essentially three types of federal employment tax obligations: (i) withholding of income tax requirements;

(ii) obligations under FICA; and, (iii) obligations under the Federal Unemployment Tax Act. Under these
statutes, employers have the obligation to withhold and remit the employer portion and, where applicable, the
employee portion of these taxes.

Employee Benefit Plans

TeamStaff offers various employee benefit plans to its full-time employees and temporary staffing employees.
These plans include a 401(k) Plan (a profit-sharing plan with a cash or deferred arrangement, or CODA, under
Code Section 401(k)), a Section 125 plan, group health plans, group dental insurance, vision insurance, a group
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life insurance plan and a group disability insurance plan. Generally, employee benefit plans are subject to
provisions of both the Code and the Employee Retirement Income Security Act. TeamStaff also makes a variety
of voluntary insurance products available to its employees, which its employees may purchase through payroll
deductions.

In order to qualify for favorable tax treatment under the Code, the plans must be established and maintained
by an employer for the exclusive benefit of its employees. In addition to the employer/employee threshold,
pension and profit-sharing plans, including plans that offer CODAs under Code Section 401(k) and matching
contributions under Code Section 401(m), must satisfy certain other requirements under the Code. These other
requirements are generally designed to prevent discrimination in favor of highly compensated employees to
the detriment of non-highly compensated employees with respect to both the availability of, and the benefits,
rights and features offered in qualified employee benefit plans.

Employee pension and welfare benefit plans are also governed by ERISA. ERISA defines “employer” as “any
person acting directly as an employer, or indirectly in the interest of an employer, in relation to an employee
benefit plan.” ERISA defines the term “employee” as “any individual employed by an employer.”

IRS Issuance of Rev. Proc. 2002-21

In April 2002, the IRS issued Rev. Proc. 2002-21. Rev. Proc. 2002-21 was intended to describe the steps that may
be taken to ensure the qualified status of defined contribution retirement plans maintained by PEOs for the
benefit of worksite employees. Under Rev. Proc. 2002-21, if a PEO operates a multiple employer retirement
plan in accordance with IRS Code Section 413(c), the IRS will not disqualify the retirement plan solely on the
grounds that the plan violates or has violated the exclusive benefit rule. Rev. Proc. 2002-21 also provides that if
a PEO’s retirement savings plan is not operated as a multiple employer retirement savings plan, the plan risks
disqualification for violation of the exclusive benefit rule unless a PEO either converts the plan to a multiple
employer plan or terminates the plan by December 31, 2003 for calendar year plans. TeamStaff maintained a
“frozen” retirement savings plan — The Digital Solutions, Inc. & Affiliated Corporations 401(k) Savings Plan -
that was not a multiple employer plan. TeamStaff terminated this plan effective as of December 31, 2002 in
accordance with Rev. Proc. 2002-21.

State Regulation

As an employer, TeamStaff is subject to all statutes and regulations governing the employer-employee
relationship. Additionally, an increasing number of states have adopted or are considering adopting licensing
or registration requirements that affect TeamStaff’s temporary medical staffing and permanent placement
business. These license and registration requirements generally provide for an evaluation of the operator’s
background and integrity and periodic or ongoing monitoring of the medical staffing firm’s policies and
practices. TeamStaff Rx is licensed or registered for its temporary allied healthcare staffing services in the
following jurisdictions: Florida, Massachusetts, North Carolina and Rhode Island and has license applications
pending in Illinois and New Jersey. TeamStaff Rx is licensed or registered for its temporary nursing business in
California, Kentucky, Maine, Maryland, Massachusetts Minnesota, North Carolina and Washington. TeamStaff
Rx is licensed or registered for its permanent placement business in the District of Columbia, and New Jersey.
We continue to review applicable statutes and regulations and prepare appropriate applications for filing.

Information and Technology Systems

In August 2003 TeamStaff developed a web-based remote entry system for the payroll services division. This
product allows payroll clients to enter and send payroll data via the Internet. During 2004 this web-based
system was enhanced to include a PDF module that allows clients to view, print and download payroll reports
and files. This technology continues to enable us to better serve our client base as well as reduce operating
costs. The existing client base is being transitioned to the web-based system to provide them with a more
efficient and flexible processing tool. Enhancements will continue in fiscal year 2005.

Employees

As of September 30, 2004, TeamStaff employed 112 corporate (non worksite) employees, both full-time and
part-time, including executive officers, a decrease from 245 during the previous fiscal year. TeamStaff also
employed approximately 190 temporary employees on client assignments. On November 14, 2004, subsequent
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to the balance sheet date, as a result of the purchase of Nursing Innovations, TeamStaff added an additional
35 employees to the corporate staff. TeamStaff believes its relationship with its current employees is
satisfactory. None of TeamStaff’s corporate employees is covered by a collective bargaining agreement.

As a result of the transaction with Gevity completed on November 17, 2003, we sold our PEO related business.
With the consummation of this transaction, our internal corporate workforce was reduced by approximately
117 persons. Additionally, our worksite employee staff was reduced by approximately 17,000 employees.

RISK FACTORS

You should carefully consider the risks described below with respect to our operations, businesses and
financial condition. The risks and uncertainties described below are not the only ones facing us. Other risks
and uncertainties that we have not predicted or assessed may also adversely affect us. Some of the information
in this filing contains forward-looking statements that involve substantial risks and uncertainties. You can
identify these statements by forward-looking words such as “may,” “will,” “expect,” “anticipate,” “believe,”
“intend,” “estimate,” and “continue” or other similar words. You should read statements that contain these
words carefully for the following reasons: ' '

— the statements may discuss our future expectations;
— the statements may contain projections of our future earnings or of our financial condition; and

— the statements may state other “forward-looking” information.

Safe Harbor Statement

Certain statements contained herein constitute “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. TeamStaff desires to avail itself of certain “safe harbor” provisions of
the 1995 Reform Act and is therefore including this special note to enable it to do so. Forward-looking
statements included in this Report on Form 10-K involve known and unknown risks, uncertainties, and other
factors which could cause TeamStaff’s actual results, performance (financial or operating) or achievements to
differ from the future results, performance (financial or operating) or achievements expressed or implied by
such forward-looking statements. Such future results are based upon management’s best estimates based upon
current conditions and the most recent results of operations. These risks include, but are not limited to, risks
related to recently consummated acquisitions as well as future acquisitions, TeamStaff’s ability to increase its
revenues and produce net income, effects of competition and technological changes, risks related to exposure
to personal injury and workers’ compensation claims, risks that TeamStaff’s insurers may not provide adequate
coverage, risks associated with compliance with government regulations such as ERISA, state and local
employment regulations, dependence upon key personnel, and TeamStaff’s ability to successfully and timely
implement its new business strategy for TeamStaff Rx.

We believe it is important to communicate our expectations to our investors. There may be events in the
future, however, that we are not accurately able to predict or over which we have no control. The risk factors
listed below, as well as any cautionary language in this filing, provide examples of risks, uncertainties and
events that may cause our actual results to differ materially from the expectations we describe in our
forward-looking statements. Before you invest in us, you should be aware that the occurrence of any of the
events described in the risk factors below, elsewhere in this filing and other events that we have not predicted
or assessed could have a material adverse effect on our earnings, financial condition or business. In such case,
the price of our securities could decline and you may lose all or part of your investment.

We may acquire additional companies, which may result in adverse effects on our earnings.

We may at times become involved in discussions with potential acquisition candidates. Any acquisition that
we may consummate may have an adverse effect on our liquidity and earnings and may be dilutive to our
earnings. In the event that we consummate an acquisition or obtain additional capital through the sale of debt
or equity to finance an acquisition, our shareholders may experience dilution in their shareholders” equity. We
have historically obtained growth through acquisitions of other companies and businesses. Under Statements
of Financial Accounting Standards No.141, Business Combinations (SFAS No.141) and No. 142 Goodwill and
Other intangible Assets implemented in June 2001, we are required to periodically review goodwill and
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indefinite life intangible assets for possible impairment. In the event that we are required to write down the
value of any assets under these pronouncements, it may materially and adversely affect our earnings. See the
more detailed discussion appearing as part of our Management Discussion and Analysis.

Our management may be unable to effectively integrate acquisitions and to manage our growth, and we
may be unable to fully realize any anticipated benefits of these acquisitions.

Our business strategy includes growth through acquisitions and internal development. We are subject to
various risks associated with our growth strategy, including the risk that we will be unable to identify and
recruit suitable acquisition candidates in the future or to integrate and manage the acquired companies.
Acquired companies’ histories, geographical locations, business models and business cultures can be different
from our own in many respects. Our directors and senior management may face a significant challenge in their
efforts to integrate our businesses and the business of the acquired companies or assets, and to effectively
manage our continued growth. There can be no assurance that our efforts to integrate the operations of any
acquired assets or companies acquired in the future will be successful, that we can manage our growth or that
the anticipated benefits of these proposed acquisitions will be fully realized. The dedication of management
resources to these efforts may detract attention from our day-to-day business. There can be no assurance that
there will not be substantial costs associated with these activities or of the success of our integration efforts,
either of which could have a material adverse effect on our operating results.

We are dependent upon certain of our management personnel.

We are in the process of completing our turnaround strategy begun in June 2003. We are reliant on the skills
and expertise of certain of our management personnel in executing that strategy. While we believe that this
turnaround strategy is largely completed and many of the systemic changes anticipated as part of that strategy
have been implemented, the termination of the employment of one or more of these management personnel
could have a material impact on the ultimate success of our turnaround strategy.

Our financial condition may be affected by increases in health insurance premiums, unemployment taxes
and workers’ compensation rates.

Health insurance premiums, state unemployment taxes and workers’ compensation rates are in part
determined by our claims experience and comprise a significant portion of our direct costs. If we experience a
large increase in claim activity, our health insurance premiums, unemployment taxes or workers’ compensation
rates could increase. Although we employ internal and external risk management procedures in an attempt to
manage our claims incidence and estimate claims expenses and structure our benefit contracts to provides as
much cost stability as possible, we may not be able to prevent increases in claim activity, accurately estimate
our claims expenses or pass the cost of such increases on to our clients. Since our ability to incorporate such
increases into our fees to our clients is constrained by contractual arrangements with our clients, a delay could
occur before such increases could be reflected in our fees, which may reduce our profit margin. As a result,
such increases could have a material adverse effect on our financial condition, results of operations and
liquidity.

Our financial condition may be affected by risks associated with our health and workers’ compensation
claims experience.

Although we utilize only fully insured plans of health care and incur no direct risk of loss under those plans,
the premiums that we pay for health care and workers’ compensation insurance are directly affected by our
claims experience, including the claims experience of our off-site temporary employees. . If this experience is
unfavorable, the premiums that are payable by us will increase or coverage may become unavailable
altogether. We may not be able to pass such increases onto our clients, which may reduce our profit margins.
Increasing health care and workers’ compensation premiums could also place us at a disadvantage in
competing for new clients. In addition, periodic reassessments of workers’ compensation claims of prior
periods (when TeamStaff was covered under large deductible-type plans) may require an increase or decrease
to our reserves, and therefore may also affect our present and future financial condition.




Our medical staffing business may be adversely affected if there is a continued economic downturn in the
healthcare industry.

Our medical staffing business is concentrated entirely in the healthcare industry. The economic downturn in
the last three years has caused a reduction in our clients” utilization of our services. Any continued economic
weakness generally or in the healthcare industry specifically could have an adverse impact on our results of
operations.

Our payroll business may be adversely affected if there is an economic downturn in the construction
industry.

Although we have expanded our services to a number of industries, our payroll service business continues to
be heavily concentrated in the construction industry primarily in the New York City metropolitan area. Any
economic weakness generally or in the construction industry specifically could have an adverse impact on
TeamStaff’s results of operations.

Our business may be adversely affected due to economic conditions in specific geographic markets.

A significant portion of our revenues are derived from California and North Carolina with respect to our
temporary medical staffing division, and the metropolitan New York City area with respect to our payroll
services division. While we believe that our market diversification will eventually lessen this risk in addition to
generating significant revenue growth, we may not be able to duplicate in other markets the revenue growth
and operating results experienced in our California, North Carolina and metropolitan New York City area
markets.

If unfavorable government regulations regarding temporary and permanent staffing are implemented, or if
current regulations are changed, our business could be harmed.

Because many of the laws related to the employment relationship were enacted prior to the development of
alternative staffing businesses, many of these laws do not specifically address the obligations and
responsibilities of non-traditional employers. Our operations are affected by numerous federal, state and local
laws and regulations relating to labor, tax, insurance and employment matters. Many states require licensure or
registration of entities providing temporary health care or nursing services as well as those offering permanent
placement services. There can be no assurance that we will be able to comply with any such regulations, which
may be imposed upon us now or in the future, and our inability to comply with any such regulations could
have a material adverse effect on our results of operations and financial condition. In addition, there can be no
assurance that existing laws and regulations which are not currently applicable to us will not be interpreted
more broadly in the future to apply to our existing activities or that new laws and regulations will not be
enacted with respect to our activities. Either of these changes could have a material adverse effect on our
business, financial condition, results of operations and liquidity.

We may not be able to obtain all of the licenses and certifications that we need to operate.

State authorities extensively regulate the temporary medical staffing and permanent placement industry and
some states require us to satisfy operating, licensing or certification requirements. If we are unable to obtain or
maintain all of the required licenses or certifications that we need, we could experience material adverse effects
to our results of operations, financial condition and liquidity.

Health care reform could impose unexpected burdens on our ability to conduct our business.

Regulation in the health care field continues to evolve, and we cannot predict what additional government
regulations affecting our business may be adopted in the future. Changes in any of these laws or regulations
may adversely impact the demand for our services, require that we develop new or modified services to meet
the demands of the marketplace, or require that we modify the fees that we charge for our services. Any such
changes may adversely impact our competitiveness and financial condition.

We bear the risk of nonpayment from our clients and the possible effects of bankruptcy filings by clients.

To the extent that any client experiences financial difficulty, or is otherwise unable to meet its obligations as
they become due, our financial condition and results of operations could be adversely affected. For work
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performed prior to the termination of a client agreement, we may be obligated, as an employer, to pay the
gross salaries and wages of our temporary medical employees and the related employment taxes and workers’
compensation costs, whether or not our client pays us on a timely basis, or at all. A significant increase in our
uncollected account receivables may have a material adverse effect on our earnings and financial condition.

We may be held liable for the actions of our temporary employees and therefore incur unforeseen
liabilities.

A number of legal issues with respect to the employment arrangements among temporary staffing firms, their
clients and temporary employees remain unresolved. These issues include who bears the ultimate liability for
violations of employment and discrimination laws. As a result of our employer status, we may be liable for
violations of these or other laws despite contractual protections. While our client service agreements generally
provide that the client is to indemnify us for any liability caused by the client’s failure to comply with its
contractual obligations and the requirements imposed by law, we may not be able to collect on such a
contractual indemnification claim and may then be responsible for satisfying such liabilities. In addition,
temporary employees may be deemed to be our agents, which could make us liable for their actions.

Our staffing of healthcare professionals exposes us to potential malpractice liability.

Through our TeamStaff Rx subsidiary, we engage in the business of providing temporary healthcare
professionals. The placement of such employees increases our potential liability for negligence and professional
malpractice of those employees. Although we are covered by professional malpractice liability insurance,

which we deem reasonable under the circumstances, not all of the potential liability we face may be fully
covered by insurance. Any significant adverse claim, which is not covered by insurance, may have a material
adverse effect on us.

We may not be fully covered by the insurance we procure.

Although we carry liability insurance, the insurance we purchase may not be sufficient to cover any
judgments, settlements or costs relating to any present or future claims, suits or complaints. In addition,
sufficient insurance may not be available to us in the future on satisfactory terms or at all. If the insurance we
carry is not sufficient to cover any judgments, settlements or costs relating to any present or future claims,
suits or complaints, our business, financial condition, results of operations and liquidity could be materially
adversely affected.

If we were not able to renew all of the insurance plans that cover temporary healthcare employees, our
business would be adversely impacted.

The maintenance of health and workers” compensation insurance plans that cover our temporary healthcare
employees is a significant part of our business. If we were unable to secure renewal of contracts for such plans
or the renewal of such plans with favorable rates and with competitive benefits, our business would be
adversely affected. The current health and workers’ compensation contracts are provided by vendors with
whom we have an established relationship and on terms that we believe to be favorable. While we believe that
renewal contracts could be secured on competitive terms without causing significant disruption to our
business, there can be no assurance in this regard.

Our business will suffer if our services are not competitive.

Both the payroll and temporary employee placement industries are characterized by vigorous competition.
Since we compete with numerous entities that have greater resources than us in each of our business lines, our
business will suffer if we are not competitive with respect to each of the services we provide. We believe that
our major competitors with respect to payroll and tax services are Automatic Data Processing, Inc., Ceridian
Corp. and Paychex, Inc. Our major competitors with respect to temporary medical staffing resources are
CompHealth, Aureus Medical Group, Resources on Call, Cross Country Travcorps, Inc., AMN Healthcare
Services, Inc. and Medical Staffing Network Holdings, Inc. These companies may have greater financial and
marketmg resources than we. We also compete with manual payroll systems and computerized payroll
services provided by banks, and smaller independent companies.




If we cannot obtain sufficient levels of temporary employees, our business may be affected.

TeamStaff Rx is a temporary employment agency, which depends on a pool of qualified temporary employees
willing to accept assignments for our clients. Its business is materially dependent upon the continued
availability of such qualified medical temporary personnel. Our inability to secure temporary medical
personnel would have a material adverse effect on our business.

Potential tax liabilities may adversely affect our financial condition.

We have received several notices from the Internal Revenue Service regarding potential underpayment or
non-payment of payroll-related taxes. We have disputed these notices, and strongly believe that such notices
were the result of errors made in reporting taxes paid and the resulting misapplication of taxes paid, in large
part due to our operation of approximately thirteen different subsidiaries over the last few years to conduct
our various lines of business. The IRS has made claims that, if we were required to pay in full, would
matenally adversely affect our financial condition. We are contesting these notices because we believe all
material payroll-related taxes have been paid. We further believe that once all tax payments are applied
appropriately, all material penalties and interest should be abated. We have retained the services of Ernst &
Young, LLP to assist us in this regard. However, there can be no assurance that we will be successful in our
efforts.

Since we have not paid dividends on our common stock, you cannot expect dividend income from an
investment in our common stock.

We have not paid any dividends on our common stock since our inception and do not contemplate or
anticipate paying any dividends on our common stock in the foreseeable future. Future potential lenders may
prohibit us from paying dividends without its prior consent. Therefore, holders of our common stock may not
receive any dividends on their investment in us. Earnings, if any, will be retained and used to finance the
development and expansion of our business.

|

We may issue preferred stock with rights senior to our common stock, which may adversely impact the
voting and other rights of the holders of our common stock.

Our certificate of incorporation authorizes the issuance of “blank check” preferred stock with such
designations, rights and preferences as may be determined from time to time by our board of directors up to
an aggregate of 5,000,000 shares of preferred stock. Accordingly, our board of directors is empowered, without
stockholder approval, to issue preferred stock with dividend, liquidation, conversion, voting or other rights,
which would adversely affect the voting power or other rights of the holders of our common stock. In the
event of issuance, the preferred stock could be utilized, under certain circumstances, as a method of
discouraging, delaying or preventing a change in control of our company, which could have the effect of
discouraging bids for our company and thereby prevent stockholders from receiving the maximum value for
their shares. Although we have no present intention to issue any shares of our preferred stock, in order to
discourage or delay a change of control of our company, we may do so in the future. In addition, we may
determine to issue preferred stock in connection with capital raising efforts.

Anti-takeover provisions in our Articles of Incorporation make a change in control of our company more
difficult.

The provisions of our articles of incorporation and the New Jersey Business Corporation Act, together or
separately, could discourage potential acquisition proposals, delay or prevent a change in control and limit the
price that certain investors might be willing to pay in the future for our common stock. Among other things,
these provisions:

— require certain supermajority votes;

— establish certain advance notice procedures for nomination of candidates for election as directors and
for shareholders’ proposals to be considered at shareholders” meetings; and

— divide the board of directors into three classes of directors serving staggered three-year terms.
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Pursuant to our articles of incorporation, the board of directors has authority to issue up to 5,000,000 preferred
shares without further shareholder approval. Such preferred shares could have dividend, liquidation,
conversion, voting and other rights and privileges that are superior or senior to our common stock. Issuance of
preferred shares could result in the dilution of the voting power of our common stock, adversely affecting
holders of our common stock in the event of its liquidation or delay, and defer or prevent a change in control.
In certain circumstances, such issuance could have the effect of decreasing the market price of our common
stock. In addition, the New Jersey Business Corporation Act contains provisions that, under certain conditions,
prohibit business combinations with 10% shareholders and any New Jersey corporation for a period of five
years from the time of acquisition of shares by the 10% shareholder. The New Jersey Business Corporation Act
also contains provisions that restrict certain business combinations and other transactions between a New
Jersey corporation and 10% shareholders.

ITEM 2. PROPERTIES
Operation and Facilities

TeamStaff leases its 15,244 square foot corporate headquarters in Somerset, New Jersey, as well as offices in
Clearwater, Florida; Atlanta, Georgia; Memphis, Tennessee; New Orleans, Louisiana; and Woburn,
Massachusetts. The facilities provide sufficient capacity to meet demands for the foreseeable future. In the fiscal
year ended September 30, 2004, TeamStaff’s total lease expense for continuing operations was $0.8 million.
Expense was also recognized through the expiration of the lease terms for facilities TeamStaff will no longer
utilize as a result of the sale of the PEO division. This lease expense, net of estimated sublease income, was
$1.8 million and is reflected in discontinued operations.

The following is summary information on TeamStaff’s facilities:

Approximate Expiration
Location Square Feet Date Terms
1901 Ulmerton Road, Suite 800 17,484 8/31/2005 $35,667 per month
Clearwater, FL
1901 Ulmerton Road, Suite 450* 14,918 8/31/2005 $28,680 per month
Clearwater, FL
Corporate Headquarters 15,244 9/30/2007 $26,677 per month

300 Atrium Drive
Somerset, NJ

245 Fifth Avenue, Suite 701** 3,560 7/31/2006 $13,777 per month
New York, NY

2650 N. Military Trail*** 10,823 7/31/2007 ' $13,167 per month
Suite 300
Boca Raton, FL

800 West Cummings Park 1,900 9/14/2005 $5,040 per month
Suite 1500
Woburn, MA

6555 Quince Road**** 5,777 12/31/2005 $8,160 per month
Suite 303
Memphis, TN
3390 Peachtree Road, N.E. 504 11/30/2005 $2,500 per month
Execucourt @ Lenox Towers
Suites 1033, 1034, 1035, 1036
Atlanta, GA

3350 Ridgelake Drive**** 500 Month To Month $650 per month
Suite 82
LMetairie, LA

(Footnotes on next page)
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*  As a result of the sale of the PEO division, TeamStaff will no longer utilize the office space at Suite 450 and has subleased this space to Mercury
Insurance Group.

**  As a result of the sale of the PEO division, TeamStaff will no longer utilize the facilities at this location, but continues to have a financial
obligation for the term of the lease.

***  As part of the transaction with Gevity HR, Inc., Gevity has agreed to sublease this office space through the expiration of the lease term,

**** As part of the transaction with Nursing Innovations, Inc., TeamStaff agreed to accept an assignment or sublease of these leases effective as of
November 14, 2004.

ITEM 3. LEGAL PROCEEDINGS

In July 2000, TeamStaff made claims for indemnification against the selling shareholders of the TeamStaff
Companies (the Sellers), which were acquired by TeamStaff in January 1999..The claims consisted of various
potential liabilities and expenses incurred based on breaches of representations and warranties contained in the
acquisition agreement. The Sellers disputed these claims and attempted to assert claims of their own. On
January 12, 2001, TeamStaff entered into a settlement agreement with the Sellers. Under the settlement
agreement, the Sellers agreed to be liable and responsible for certain potential liabilities estimated at
approximately $0.5 million and agreed that 55,000 shares of TeamStaff common stock, which had been held in
escrow since the acquisition, were to be cancelled and TeamStaff agreed to release 29,915 escrow shares to the
Sellers. TeamStaff retains 75,000 shares in escrow to provide security for the Seller’s obligations. Each party
agreed to release each other from all other claims under the acquisition agreements. No third parties have
contacted TeamStaff seeking payment in the last fiscal year for these potential liabilities. In the event that
TeamStaff incurs liability to third parties with respect to the claims, TeamStaff would declare an event of
default under the settlement agreement and seek collection from the Sellers.

TeamStaff’s subsidiary, BrightLane, is party to a suit brought by one of its former shareholders (Atomic Fusion,
Inc. v. BrightLane.com, Inc. Civil Action No ONS022460E, Fulton County State Court, Georgia). The plaintiff seeks
damages for alleged unpaid contractual services provided to BrightLane, alleging that the shares (both in
number and value) of BrightLane stock provided to the plaintiff in payment of services were inadequate to pay
for the alleged agreed upon value of services. TeamStaff and BrightLane intend to defend themselves
vigorously in this matter and believes that they have meritorious and valid defenses to plaintiff’s claims. In
addition, the former shareholders of BrightLane have placed approximately 158,000 shares in escrow to
provide indemnification for any claims made by TeamStaff under the acquisition agreement, subject to a $0.3
million threshold. Some or all of these shares may be canceled in an amount equal to the amount of any claim
or expense in excess of the threshold. Under the terms of the agreements between TeamStaff and BrightLane,
the value of the shares held in escrow is $8.10 per share. It is possible that an award in favor of Atomic Fusion
would result in monetary damages against TeamStaff, which could not be recovered under the indemnification
provisions because cancellation of the shares in escrow is the sole method of satisfying these indemnification
obligations. On November 20, 2003, the Fulton County Superior Court (to which the action was transferred)
awarded summary judgment in BrightLane’s favor on all counts of Atomic Fusion’s complaint except for a
beach of contract claim. A trial was held on Atomic Fusion’s breach of contract claim before a jury over four
days, from August 16 through August 19, 2004. The jury returned a verdict in Atomic Fusion’s favor, awarding
$534,246 in damages and $116,849 in attorney’s fees, for a total verdict of $651,095, including interest and costs.
BrightLane has filed a motion for judgment notwithstanding the verdict, which currently is pending before the
court. BrightLane believes that the jury’s award of damages and attorneys fees was not supported by Georgia
law. BrightLane also has filed a motion to recover certain of its attorneys’ fees expended in pursuing its motion
for summary judgment. This motion also is pending before the court. Depending upon the outcome of these
motions, BrightLane intends to appeal the jury’s verdict on liability or damages or both.

In connection with TeamStaff’s acquisition of BrightlLane effective as of August 31, 2001, persons holding
BrightLane options to acquire approximately 2.1 million BrightLane shares (the equivalent of approximately
481,000 TeamStaff shares) exercised their options. BrightLane made recourse loans of approximately $1.0
million principal amount to the holders of these options to assist them in payment of tax obligations incurred
with exercise of the options. The loans were repayable upon the earlier of (i) sale of the TeamStaff shares or (ii)
three years. As of September 30, 2004, approximately $0.7 million of these loans has been repaid or forgiven.
All loans were to be repaid in cash with the exception of one loan. Under the terms of TeamStaff’s employment
agreement with an executive officer of TeamStaff’'s BrightLane subsidiary, the loan ($131,000) was forgiven over
a two-year period of time. We are considering pursuing litigation against certain of the debtors to recover
amounts due.
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As a commercial enterprise and employer and with respect to its employment-related businesses in particular,
TeamStaff is engaged in litigation from time to time during the ordinary course of business in connection with
employment-relations issues, workers” compensation and other matters. Generally, TeamStaff is entitled to
indemnification or repayment from its former PEO clients for claims brought by worksite employees related to
their employment. However, there can be no assurance that the client employer will have funds or insurance
in amounts to cover any damages or awards, and as co-employer, TeamStaff may be subject to liability.
Additionally, in connection with its medical staffing business, TeamStaff is exposed to potential liability for the
acts, errors or omissions of its temporary medical employees. Although TeamStaff believes it has procured
insurance that is reasonable under the circumstances to protect it from liability for any such claims of liability,
there can be no assurance that such insurance will be adequate to cover all potential claims.

TeamStaff is engaged in no other litigation, the effect of which would be anticipated to have a material adverse
impact on TeamStaff’s financial conditions or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO VOTE OF SECURITY HOLDERS

On August 3, 2004, TeamStaff held its Annual Meeting of Shareholders. The only matters before the
shareholders was the election of two persons as Class II directors for a term of three years. The persons
nominated for election were Karl W. Dieckmann and T. Kent Smith. The record date for persons eligible to
vote was June 25, 2004 and as of that date there were 15,714,229 shares of common stock issued and
outstanding. Voting of the shares of common stock was on a noncumulative basis.

Both nominees were elected to the Board of Directors. The results of the vote were:

Nominees Votes Cast For Withheld Authority to Vote Votes Cast Against

Karl W. Dieckmann 12,234,985 187,933
T. Kent Smith 12,254,454 187,464
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PART Il

ITEM 5. MARKET OF AND DIVIDENDS ON THE REGISTRANT'S COMMON EQUITY AND RELATED
‘ STOCKHOLDER MATTERS

A. Principal Market

TeamStaff’'s Common Stock is traded in the over-the-counter market and included in the National Market
System of the National Association of Securities Dealers, Inc. (“Nasdaq”) under the symbol “TSTE."” TeamStaff
started trading on the National Market in June 2001. Prior to that date, TeamStaff was trading on the SmallCap

market system.

B. Market Information

The range of high and low sales prices for TeamStaff's Common Stock for the periods indicated below are:

Common Stock

Fiscal Year 2002

1st Quarter
2nd Quarter 6.35 3.88
3rd Quarter 4.60
4th Quarter

Fiscal Year 2003

1st Quarter

2nd Quarter 3.62 2.48
3rd Quarter 3.09 2.00
4th Quarter 2.70 2.01

Fiscal Year 2004

1st Quarter 4.80 1.86
2nd Quarter 2.83 1.97
3rd Quarter 2.46 1.97
4th Quarter 2.94 1.95

The above quotations, reported by Nasdaq, represent prices between dealers and do not include retail
mark-ups, markdowns or commissions. Such quotations do not necessarily represent actual transactions. On
December 15, 2004, TeamStaff’s Common Stock had a closing price of $1.81 per share.

C. Dividends

TeamStaff has not declared any cash dividends on its common stock since inception, and has no present
intention of paying any cash dividends on its common stock in the foreseeable future.

D. Approximate Number of Equity Security Holders

Effective August 31, 2001, TeamStaff acquired all of the capital stock of BrightLane. As contemplated under the
agreements governing the transaction, TeamStaff agreed to issue 8,216,522 shares of its Common Stock in
exchange for all of the outstanding capital stock of BrightLane. The issuance of 8,216,522 shares includes the
issuance of 158,000 shares into escrow to provide for potential indemnification to TeamStaff for claims against
Brightlane covered by the acquisition agreements and is before deduction for fractional shares, which were
paid in cash. As of December 10, 2004, not all of the BrightLane shareholders had submitted their capital stock
for exchange.

As of December 15, 2004, there were 15,714,229 shares outstanding held of record by 284 persons. TeamStaff
believes it has approximately 2,200 beneficial owners of its common stock.
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E. Securities Authorized for Issuance Under Equity Compensation Plans

TeamStaff has five equity compensation plans, all of which were approved by its Board of Directors and its
shareholders. There are no equity based plans, which have not been approved by shareholders. All option
grants made to executive officers and directors, including those to the Chief Executive Officer under
employment agreements, are made under the plans referenced below. The stock option plans under which

options are outstanding are:

The 1990 Employee Stock Option Plan

The 1990 Non-Executive Director Option Plan
The 1990 Senior Management Plan

The 2000 Employee Stock Option Plan

The 2000 Non-Executive Director Option Plan

Options are no longer being issued under the 1990 Employee Stock Option Plan, the 1990 Non-Executive
Director Option Plan or the 1990 Senior Management Plan and no options were issued under these plans
during the fiscal years ended September 30, 2004 or 2003.

Equity Compensation Plan information

Number of securities
remaining available for
Number of Securities to Weighed Average future issuances under

be issued upon exercise exercise price of equity compensation plans

of outstanding options, outstanding options, (excluding securities

Plan Categor warrants and rights warrants and rights reflected in column (a))
y 8 8

Equity Compensation Plans
Approved by Security Holders 1,319,742* $3.31 491,68